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Public Schools, Public Service

Attracting & Retaining a Quality K12 Educational Workforce
HB83 (Sue Dickenson) “Professional Retirement Option” (PRO)
Before the House State Administration Cmte — January 19, 2009

Tom Bilodeau, MEA-MFT Research
(442-4250/800-398-0826) tbilodeau@mea-mft.org

Background, Problem and the Solution — PRO

The “Professional Retirement Option” (PRO) addresses the retention issue -- prominently raised
by the current adequacy of state funding lawsuit — by offering Montana’s public school teachers
and administrators an enhanced retirement benefit if they postpone termination and retirement
until they are age 55 or older and have 30 or more years of creditable service in TRS. The
proposal is an outgrowth of study and recommendation of Governor Racicot's Task Force on
Teaching (2000), long-discussion among educators, pension program and legislative
policymakers.

Under PRO, TRS members age 55 or older with 30 years of TRS service credit who retire on or
after July 1, 2007 would see their benefit formula factor improved from 1,677% x years of
service to 2% x years of service. For example: a member with 30 years of creditable service
would be eligible to receive a retirement benefit equal to 60% of his/her average final
compensation, as opposed to 50% under current law.

PRO’s advantages are:
* Itencourages teachers and administrators to extend their educational career.

It rewards those who spend an entire career (30+ years) teaching in Montana.
It increases the number of available classroom teachers and administrators.

It decreases “hiring pressure” and teacher recruitment problems in Montana.
It reduces ‘MediGap’ -- the period between retirement and Medicare eligibility.
It provides a superior level of replacement income in retirement.

PRO — meeting the immediate need for position retention

Currently, the average TRS member retires after 26 years of service and at age 57. During the
1990s and early 2000s, the number of annual teaching and administrative vacancies in Montana
schools doubled. (See: “Who Will Teach,” 2002 update, Dori Nielsen, Ed.D. and more recent
OPI survey data collection efforts.) More than half of annual vacancies are the result of
retirements -- the number of which has grown from an annual average of 300 in the late 80s and
early 1990s, to more than 500 since the later 1990s. School districts -- and the higher
education system -- have encountered enormous problems in filling these annual vacancies with
fully qualified staff. A half-dozen school administrators from large and small, east and west
districts across the state testified at length during trial of the school funding adequacy lawsuit
that the number of applicants in the hiring pool is markedly down in recent years and poses a
clear and present threat to the quality of Montana’s teaching workforce. -
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PRO is proiected to “retain” nearly 20% of otherwise retiring teachers and administrators in
Montana during the upcoming 4 to 5 years, and beyond. California adopted a similar proposal in
1999. Since adoption, California experienced nearly a 20 percent reduction in the number of
retirees in the first and second years of application. PRO in Montana could reduce the number
of our school annual retirements by 100+ teachers and administrators. During the first five
years of PRO, as many as 400+ Montana teachers, administrators and some older university
faculty, can be expected to postpone their retirement plans for up to five years. This delay in
retirement rates will relieve a portion of vacancy placement and new hiring difficulties
experienced by many Montana school districts.

PRO - helping to meet the retirement income needs of future TRS retirees

PRO would only affect persons enrolled in the Montana Teachers’ Retirement System. Under
current TRS benefit law (19-20-801 through 804 MCA) a new retiree with $40,000 average final
compensation, applied to a 1.67% x 25 years formula would receive an annual TRS benefit of
$16,700 (roughly 42% of AFC). PRO’s 2% formula at 30 years with the same $40,000 AFC
would yield an annual pension of $24,000 (or 60% of AFC). This represents a $7,300 PRO
advantage may well be the additional retirement income needed by the retiree to pay for health
care expenses during retirement leading up to and extending into Medicare eligibility.

A 2% benefit formula is also in line with national norms. It helps Montana maintain
competitiveness with TRS pension benefit levels offered by other states.
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protection. A typical automatic CPI-based COLA would provide for protection
up to a certain percent CPJ increase (the most common is 3%). Others only
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Full funding for PRO requires a state funded payroll contribution increase of nearly 2% of TRS

covered payroll. MEA-MFT proposes to fund PRO costs by phasing-in an increase to state paid
general fund TRS contribution by 2.8%. The annual State general fund (statutory appropriation)
cost of PRO at a fully implemented FY11 +2.8% contribution rate is estimated to be about $20m

per year.

No increase in local property tax or employee pension wage contribution deduction would result
from adoption of PRO. PRO’s fully state-paid contribution costs will be coordinated with
increased employer contributions (combined state, local, school employer and state
contributions) needed to fund TRS at actuarially sound and prudent levels.
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MONTANA TEACHER SALARIES
OVER THE LAST GENERATION

The average base salary paid in 1% class Montana school systems in FY09 is $29.616. Nationall
projected average beginning salary for FYQ9 is more than $35,000. Montana’s larger districts entry salary

for teachers trails the average entry salary paid nationally by $5.384 (-15%).

Montana’s 19 largest school systems (the “1°" class systems) employ nearly 60% of Montana’s teachers.
The average entry level (“Base”) salary paid to teachers in these larger school systems for the 2008-09
(FY09) year is more than $3,200 (or +11%) greater than the average entry salary paid in Class 2 districts
and more than $5,400 (+18%) higher than average base salaries paid in Class 3 districts. Disparities in
entry and career-level pay among large, medium and small school districts have been growing over the last
decade.

While AFT and US Department of Education studies, as well as NEA'’s “Profile of the American Teacher”
surveys indicate that Montana’s teaching workforce is roughly equal in experience and nearly as likely to

have attained advanced educational degree status, the “average salary” paid to classroom teachers in

Montana fell relative to the national average salary from 1984 through 2003. We have made marginal
gains since.

After coming within 5% of the national average salary paid to classroom teachers in 1983, the average
salary paid to classroom teachers in Montana is now only 82% of the average salary paid to classroom

teachers nationally.

In 1980, Montana’s average salary paid to classroom teachers was only $1,433 less than the national
average salary paid to classroom teachers. By 1983, we closed the gap to less than $1,000. Since 1984,
however, the “gap” between average salary paid to classroom teachers in Montana compared to the

national average salary steadily grew until very recent years. Since 2004, Montana’s average salary paid

to classroom teachers has trailed the national average by more than $9.000 annually

Montana’s average salary paid to classroom teachers in 1980 ($14,537) ranked 28 among the states. By
ry rank inched upward to 25th among the states. Since 1984, Montana rank for

1984, our average sala ,

average salary paid to classroom teachers has fallen so that by 2002 we ranked 48th in the nation. Since
then, Montana has inched it's way up to a projected 46" rank in FY09.

Despite increased experience and educational attainment levels among Montana'’s teaching workforce, in
inflation-adjusted dollars Montana’s average salary paid to classroom teachers has increased by onl

13.6% since 1980. This contrasts with the 25% gain over inflation made by average salary paid to
classroom teachers nationally.

In 1980, Montana’s per capita income (PCI) of $9,058 was only $1,056 behind (-10.4%) of the national PCI
and Montana PCI ranked 34th among the states. By 2007. after slipping mi htily Montana PCI has inched
it's way back up to $5,419 (-14%) behind the national PCl and our PCI rank stood at 39 among the states.

After making steady gains in the first half of the 1980s, Montana average salary paid to classroom teachers
has steadily declined compared to US per capita income (PCI) levels. Since 1985, Montana’s average
salary paid to classroom teachers has fallen from 182% of US PCI to just 124% in 2007.
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